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Item 1969 


Income, Production loyment 
GNP at Current Prices (12/31) 4,770 


GNP at Constant 1966 Prices (12/31) 4,115 
Per Capita GNP, Current Prices(US$)(1281) 334 
Plant & Equipment Investment (12/31) 1,078 
Indices: (Base Year) = 100 
Industrial Production (1966)(12/31) 166.3 
Agricultural Production(1965)(12/31) 117.0 
Avg. Labor Productivity(1968)(11/30) 108.9 
Avg. Industrial Wage (1968) (11/30)2/ 111.2 
Employment (1,000 persons) 4,942 
Avg. Rate Unemployment (%)(7/31) 4.1 






Money and Prices 
Money Supply (12/31) 723 
Public Debt Outstanding (12/31) 191 
External Debt (12/31) 759 
External Debt Service Ratio (%)(6/30) 4.4 


Interest Rate (Comm'l, prime)(%)(12/31) 13.3 
Indices (Base Year) = 100 


















Retail Prices (1966)(12/31) 113.5 
Wholesale Prices (1966)(12/31) 101.0 
Balance of Trade and Payments 6 

Gold & Foreign Exchange Reserves (12/31)2hu0 
Balance of Payments (6/30) 131 
Balance of Trade (12/31)2/ 9h, 
Exports (12/31)2/ 1,111 
U.S. Share (12/33)2/ 398 
Imports (12/31) 1,205 
U.S. Share (12/31)7/ 334 


non-ferrous metals, 21.1; pulp & paper, 11.1. 
Footnotes: 1. C/same cumulative portion of B. 


annual basis of current year to date. 


3 
collar personnel. 

4. For 1969 & 1970 only. 

2° For 1970 & 1971 only. 
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- Foreign Exchange Transactions. 
Official preliminary, 


KEY EGONOMIC INDICATORS: REPUBLIC OF CHINA 


All values in million US$ unless otherwise specified 
Exchange rate as of December 31, 1971 US$1.00=NT$40.00 


B 


1270 


5,461 
4,575 

374 
1,235 


193.4 
124.0 
125.1 
126.4 
5,042 
3.3 


877 
226 
1,039 

4.9 

12.6 


117.5 
103.8 


C 


Cumulative 
1971 


1,142 


1,184 
6.3 
12.0 


120.5 
103.8 


841 
185 
+186 
2,136 
883 
1,950 
594 


- Based on the balance sheet of all financial institutions. 


p¥ E/ 
% Rate of 
Change _Growth 
14.2 14.1 
11.4 10.4 
Atel 11.6 
14.0 14.9 
21.2 18.2 
Ze 2:5 
6.6 10.1 
10.2 1137 
na. na. 
-8.4 --- 
30.2 22.6 
8.6 7.4 
14.0 27.6 
23.0 17.2 
4.8 -3.3 
2.6 3.7 
0 0.8 
35.1 34.1 
32.8 51.32/ 
447.3 bated 
36.8 36.4 
52.6 46.7 
27.6 24.0 
28.2 25.4 


















Main Imports from US (1971)(US$ Millions): Farm products, 112.7; machinery, 94.5; 
electrical & electronic equip. & materials, 85.5; transportation equip., 71.9; cotton & 
other textile materials, 59.2; iron & steel, 30.0; chemical elements & compounds, 26.5; 


2. Arithmetic average growth rate for period indicated (1969-71), measured on 


- For manufacturing sector only & combinations of wages for both white & blue 








SUMMARY 


The past year was one of the best on record for the Republic of 
China's economy. Real GNP growth - 11.4 percent - was among 

the highest in history, while total foreign trade passed the US $4 
billion mark. Nearly all sectors of the economy shared in the 
rapid expansion. The growth cf industrial production was parti- 
cularly impressive, rising by 21.2 percent. 


Agriculture, however, lagged behind, and increased efforts are 
underway to restore vitality to this sector. Both the internal 
and external financial situation remain sound. Money supply is 
growing at a rapid rate; however, government measures thus far 
have been successful in preventing an unacceptablerise in the 
price level. International confidence in the island's economy 
generally remains high as evidenced by continued large inflows 
of foreign loans and equity capital. 


The United States last year retained its position as Taiwan's 
principle trading partner. Total US-ROC trade in 1971 approached 
US$1.5 billion, while ROC trade with Japan was a little over 

US$1 billion. Despite Taiwan's loss of diplomatic ties with 
many European countries trade, investment, and financial ties 
with this area expanded considerably. 


Although the economy may not grow quite as rapidly in 1972, 
large investment projects underway together with continued 
impressive growth in exports, should ensure further rapid 
economic expansion. In summary, Taiwan continues to hold 
excellent prospects for foreign traders and investors. 








A. CURRENT ECONOMIC SITUATION AND TRENDS 


1. 1971 Banner Year for Taiwan's Economy 


Despite the many unforeseen political and economic rroblems 
which arose during the year, 1971 was one of the best years on record 
for the Republic of China's economy. Paced ty a booming export trade, 
GNP, according to preliminary estimates, grew by 11.4 percent (14.2 
percent in terms of current prices) over 1970, with per capita income 
reaching a new high of US$329. Only the years 1964 and 1965, when real 
GNP grew 12.1 and 11.6 percent respectively, surpassed 1971. Total 
trade exceeded USS billion, with a merchandise trade surplus of US$186 
million, the largest ever for Taiwan. 


Nearly all sectors shared in the economy's phenomenal growth. 
Led by a construction boom - up 27.5 percent -, the general index of 
industrial production advanced 21.2 percent. Manufacturing, paced by 
the textile industry, showed a strong 22.2 percent growth rate. 
Industries other than textiles also shared in the boom. Production of 
television sets, for example, set a new record. Over 1.€ million sets 
were assembled in 1971, an increase of 45 percent over the 1.2 million 
sets produced in 1970. The outlook for this growing industry is for the 
production of 2.25 million sets during the coming year; and with more 
components and picture tubes now being produced locally, electronics 
should approach textiles as one of the island's most important industries. 
With increased incentives and assistance, domestic electronic producers 
could improve their quality control and expand their product mix, thereby 
sharply increasing sales to foreign investor firms and the local market. 


New and expanding foreign markets led to a 66 percent rise in 
sewing machine production and a 36 rercent increase for plywood. In 
recent months growing foreign and domestic demand has also led to a strong 
uptrend in plastics production which is expected to continue throughout 
1972. On the domestic market rising consumer incomes led to a 17 percent 
increase in production of refrigerators, a 21 percent rise in air 
conditioners, and a 32 percent growth in motorcycle production. The food 
processing industry also advanced at an impressive 20 percent. 


As a result of the rapid growth of industry, its share of total 
domestic production rose to 34.2 percent, while agriculture dropped to 
17.6 percent (The service industry has remained steady within a range of 
47-49 percent over the past decade). By 1980 the increasing industrial- 
ization of the island is expected to increase industry's share to over 
40 percent. Agriculture as a share of the total domestic product is 
projected to fall to around 10 percent. 


While 1971 was a year of expansion, 1972, in some sectors, may 
be one of adjustment and consolidation. For example the textile 
industry will be shifting to higher quality merchandise, while seeking 
new markets for its large productive capacity. The hot pace of the 
building boom may slow down in the latter part of the year, especially 
in non-residential construction. Expansion of public utilities and the 
chemical industry, however, should continue unabated. 


In the past, Taiwan's outstanding growth has been paced by two 
factors: a booming foreign trade and high rates of investment. Recent 
events may result in some slowdown in both of these components of GNP 
during 1972. However, measures are in the offing which should offset 
any weaknesses in private investment (see item 2 below) or a slowdown in 
export growth as a result of the recently concluded Sino-American agreement 
on the limitation of non-cotton textile exports to the United States (see 
item 6 below). The Embassy's preliminary estimates are for industrial 
production to grow by about 16 percent, agriculture by 3.5 percent, exports 
by 25-30 percent and real GNP by 9-10 rercent in 1972. 


2. Large Scale Public Investment in Offing 


In late November 1971 the Committee on National Enterprises agreed 
upon a four year plan for further development of state owned firms to 
commence in January 1972. Of the total planned investment of NT$68.5 
billion (US$1.712 billion) over the period 1972-1975, almost two thirds 
(US$1.02 billion) will be concentrated in the government owned electric 
utility, Taiwan Power. Significant investments are also projected for 
Chinese Petroleum, Taiwan Aluminum, Taiwan Sugar and Taiwan Shipbuilding 
corporations. In 1972 a total of NTI$17.9 billion has been budgeted for 
investment in these and other related enterprises. It is expected that the 
largest proportion of the capital funds required will be obtained through 
external borrowings; but retained earnings, depreciation allowances and 
domestic capital resources are also slated to play major roles. 


Among the several public power projects scheduled for completion 
during the next four years is the 636 mw No. 1 Nuclear Generating Unit 
at Chinshan. In addition, construction of three additional nuclear units 
will be started during this period. 


Chinese Petroleum Corporation expects to invest a minimum of 
US$450 million in expansion projects between 1972 and 1976. In addition 
to drilling operations, a new refinery in northern Taiwan with a refining 
capacity of 100,000 b/d is scheduled for completion by 1975, together with 
storage facilities and underwater ripes. 








During the next four years Taiwan Aluminum plans to invest about 
US$75 million; Taiwan Sugar US$50 million, Taiwan Shipbuilding US$27.5 
million; and TaiFertilizer US$25 million. Among the major projects 
scheduled for the Aluminum industry are an increase of ingot capacity by 
32,000 MT and production of aluminum sheets by 15,000 MT. Other plans 
elsewhere include mechanization of sugar cane production operations, 
construction of two pulp mills with total capacity of 400 MT/d, and the 
undertaking of cattle raising on sugar company lands. Shipbuilding 
capacity is slated to be expanded to 300,000 MT per year; intermediate 
chemical plants will be constructed (methanol, caprolactum, and styrene); 
machine production facilities are to be expanded; and a copper refining 
facility to produce 3,350 MT per annum of electrolytic copper will be 
built. 


Although at first glance it might appear that public enterprises 
are assuming a more dominant role in Taiwan's economy, in fact, the 
first steps were taken at the end of 1971 to increase gradually private 
participation in these enterprises. In a move aimed at obtaining 
additional capital resources, the government is considering a program to 
sell debt and equity shares in public enterprises to private investors, 
including in some instances foreign investors, over the next few years. 
A long range objective is the gradual transfer of public enterprises, with 
the expressed exception of Chinese Petroleum, TaiPower, TaiSugar, and 
TaiFertilizer, into private hands. Among the firms which appear most likely 
to be opened first to private investment are Taiwan Aluminum and possibly 
Taiwan Alkali. The government may also seek to move certain production 
activities out of the military sector where it appears they can be more 
effectively undertaken by private firms. 


One of the major problems ahead will be improvement of the 
management and efficiency of certain public enterprises, which have not 
been adequately stimulated by the forces of competition to higher 
productivity and creativity, although some have been active in establishing 
modern management practices. 


3. New Moves to Strengthen Agriculture 


In contrast to the rapid growth of the industrial sector, agricul- 
tural production has made relatively little progress in recent years. For 
the first three years of the Fifth Four Year Plan (1969-1972), the average 
annual growth rate for agriculture has been only about 2.5%. Excluding 
fisheries and livestock production, the growth rate would have been even 
smaller sirice 1968, no more than one percent. 


In addition to the general deficiency in land resources the near 
stagnation in agriculture has been due to several factors, in part natural 
causes (Typhoons, drought), but even more to structural weaknesses. These 
latter include: continuing fragmentation of farms, which has reduced 
average holdings per household to less than 1.03 hectares; rising input 
costs, estimated at close to 12 percent per annum in recent years; lack 
of efficient transportation and marketing systems; inadequate long term 
agricultural credit facilities; and the need to shift production patterns 
toward higher quality foods (e.g. more meat and vegetables). Because of 
the reduced share of rice in the diet some paddies have already been 
shifted to use as fish ponds and orchards. 


Increased attention is now being given by various levels of 
government to improving the rural economy. For FY 1972 the Cabinet 
appropriated NT$100 million (US$2.5 million) to support several new pro- 
grams. Projects are being initiated in the following areas: expansion 
and improvement of more economic crop rroduction (vegetables, tea); food 
industry development; improvements in food crop production; development 
of animal husbandry; and slopeland development. In addition to Central 
Government financing, funds will be supplemented from the budgets of the 
Taiwan Provincial Government, local governments, and farmers! organizations. 


Farm consolidation is also being pushed; and in late December the 
Secretary General of the Kuomintang announced the KMT was considering a 
cooperative farm system, which would embrace both production and distribu- 
tion. The first stage of the land consolidation program was completed in 
June 1971 for a total of 260,000 hectares. The second stage program, 
scheduled to commence in FY 1973, is now under review, with between 200,000 
and 300,000 hectares targeted for consolidation. Although a Land Consolida- 
tion Law has been drafted, several questions, including the financing of 
the second stage, remain to be resolved. 


Another area receiving continuing attention is farm mechanization. 
Since many of the young, able-bodied rural youths have moved to urban areas, 
there is a growing shortage of farm labor, especially during planting and 
harvesting. To meet this problem, and to raise agricultural productivity, 
increased use of mechanized farm equipment has become imperative. Twenty- 
four farm service centers have been established and the number is to be 
increased to 30 by June 1972. The Government has undertaken a three year 
program to promote mechanization by budgeting a total of NT$830 million 
(US$21 million) for purchase of farm machinery. In addition, the government: 
will assist local farm machinery manufacturers to improve their quality, 
while lowering production costs; and will provide tariff reductions on 
imported farm machinery, not locally manufactured, but urgently needed. 








Many additional steps are being undertaken or considered. These 
include establishment of farm management demonstration districts, continued 
reduction of chemical fertilizer prices, setting up an NT$200 million 
Agricultural Development Loan Fund, establishment of modern marketing 
facilities (warehouses, and cold storage facilities), reduction of rural 
taxes, and strengthening of farmers' organizations. These and other 
measures will be necessary to restore a proper balance between agricultural 
and industrial sectors and ensure more balanced economic growth. 


4. Strong Domestic and International Financial Position 


In most respects Taiwan enjoyed an excellent financial position, 
both internally and externally, at the end of 1971. Government receipts 
and disbursements in FY 1971 were in balance after inclusion of debt 
service charges, which exceeded bond floatations by NT$1.1 billion. Total 
tax revenues grew by 11 percent; the largest rate of growth being registered 
by direct taxes (up 30.6 percent). Although still a small proportion of 
government revenues, the share of direct taxes has consistantly increased 
during recent years. 


The money supply reached a record high of NT$45.7 billion on 
December 31, 1971, showing a very substantial increase of NT$10.6 billion, 
or 30.2 percent, over previous year end levels. The primary expansionary 
factors during the year were a NT$1,.3 billion increase in credits to 
private enterprises, a NT$4 billion rise in loans to public enterprises, 
and especially a NT$8.7 billion (US$218 million) increase in foreign 
reserve assets. As in the past, the main contractionary factor was a 
large increase (NT$15.7 billion) in time and savings deposits. However, 
the rate of growth in these deposits, which was especially strong and rapid 
until July 1971, rising at an annual rate of 32 percent, slowed in the 
latter half of the year (at a 21 percent rate since August). This decline 
in the saving's growth rate can in part be attributed to changes in the 
international political situation. As the uncertainties associated with 
this situation are alleviated this trend is likely to be reversed. More 
decisive efforts toward modernization in the banking and financial areas 
would encourage this. There are some signs the government may be moving 
in this direction through: steps to modernize the banking system, a 
narrowing of the spread between bank deposit and lending interest rates, 
encouragement of public subscription to private and public enterprise debt 
and equity securities, through tax benefits and public offerings, and 
modernization of the capital market and securities business. The announced 
transfer in December of some state owned banks to private ownership would 
expedite the modernization of Taiwan's banking system. In late December 
the first step was taken when the Bank of China was converted to private 
ownership. However, there have recently been reports that the Provincial 
Government is opposing further moves in this direction. 


The rapid growth of the money supply, primarily at year's end, 
has not worked into the price structure. The official wholesale price 
index remained almost unchanged throughout 1971; consumer prices rose 
only by 2.6 percent. The most important increases in the latter were 
a 3.6 percent rise in food prices, a 7.1 percent increase in trans- 
portation costs and a 5 percent rise in medical costs. 


Despite relatively stable prices, industrial wages rose as the 
demand for labor increased to meet production needs. Salaries for white 
collar workers went up in the first eleven months (latest available data) 
by 11.9 percent and wages of blue collar workers rose by 9.8 percent 
during the same period. Some industries characterized by difficult work- 
ing conditions, such as textile plants, began to report under-capacity 
operations because of labor shortages, although most other industries 
are not yet seriously affected. 


Externally the ROC enjoyed an enviable position in its balance 
of payments. Complete data is available only for the first six months; 
during this period, on a balance of payments f.o.b. basis, merchandise 
trade demonstrated a surplus of US$164.8 million. After an offset of 
US$43 million in net invisible payments, the current account surplus 
equaled US$122 million. Foreign reserves rose by a record US$185 million 
in the first half of the year to over US$800 million. Although complete 
data for the second half is not yet available, it would appear, as a 
minimum expectation, the current account surplus should range between 
US$130-140 million. 


The ROC's debt service ratio increased to 6.3 percent in 1971, 
but remains quite low. During 1971 Taiwan obtained medium and long term 
loans totaling US$130 million from international financial eae: 
These include US$70 million from the IBRD (US$55 million for a 500 mw /. 
thermal generating unit at the Talin Power Plant and US$15 million for 
railway capital equipment); US$44 million from the ADB (US$13.6 million 
for terminal section of the Freeway, US$22.5 million for power distribution 
and transmission, and US$7.5 million to China Development Corporation); 
and a total of US$15 million in credits, guarantees, and insurance from 
the ExIm Bank for financing capital equipment expenditures in aluminun, 
textiles, data processing, air transport, etc). The above does not include 
several loans received from private financial institutions. In summary, 
the nation's financial situation at the year's end was exceptionally good. 











5. Trade Continues Sharp Increase 


Foreign trade has again registered the most outstanding perform- 
ance of any sector in the economy. Exports in 1971 rose a healthy 36.7 
percent, while the growth in imports was at a slower rate (27.6%), 
resulting in a surplus of US$185.& million. The United States retained j 
its position as the number one market for Taiwan's exports (41.4%) and 
slightly improved its position as a supplier of Taiwan's imports, but 
Japan remained the principle supplier (39.4%). Significantly gains 
were also recorded in the island's trade with Canada (80%), the United 
eT (65.0%), Ghana (60%), the Netherlands (50.9%) and Indonesia 
46.5%). 


Heading the list of US$2.1 billion in Taiwan's exports were 
textiles, valued at US$624, million, representing an increase of 45.8% 
over 1970. Thus textiles remained the number one foreign exchange 
earner and gained considerably in relative importance as a share of total 
exports (29.2% from 27.4% in 1970). In 1971 the United States bought 
46.5 percent of the ROC's textile exports compared to 39.3 percent a year 
ago, and the U.S. market accounted for 62.2 percent of the total increase 
in textile exports. Total value of Taiwan's textiles to the United States 
rose to US$290 million from US$168 million in 1970. 


With the conclusion of the non-cotton textile agreement between 
the United States and the Republic of China, it is anticipataithe local 
textile industry will undergo a period of adjustment to develop higher 
quality,more expensive goods and will seek to expand exports in other 
markets. While this should improve the country's export performance in 
the long run, the rate of growth of textile exports this year is expected 
to slow down compared to past trends. Nevertheless, the government 
expects the value of such exports to reach nearly US$700 million in 1972. 


The export oriented electric and electronic industry also continued 
its phenomenal expansion in 1971. Export sales rose by almost 50 percent 
to US$276 million, improving its relative importance to 13 percent of 
total exports. Among the items of this category, exports of television 
receivers doubled the 1970 record to reach a new high of US$121 million. 
The second most important item was radio sets showing an increase of 71 
percent to US$53 million. Exports of electronic components such as 
transistors and capacitors registered impressive increases of 50 and 80 
percent. The United States continued to be the number one customer, having 
purchased around 65 percent of the island's electronic products in both 
1970 and X97i. 
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Because of the spectacular growth in its electronic industry, 
the value of Taiwan's imports of electronic equipment and essential 
components - not available from local suppliers - will continue to rise 
rapidly. In 1971 imports of electrical and electronic goods totaled 
US$291 million, an increase of 37.6 percent over 1970. The island 
remained a net importer although the gap is narrowing (US$15 million in 
1971, down from US$26 million in 1970). The United States sold 57.4 
percent more electrical and electronic equipment and materials in 1971, 
improving its share of the market to 29.4 percent. Japan, however, 
remains the chief supplier. 


Foreign investors dominate the local electronic industry. 
According to a recent government report, only 20 percent of the total 
US$230 million invested in some 280 electronic plants is from domestic 
sources. Local industry however has been rapidly expanding its production 
facilities, and this trend should continue. In the past nearly 60 percent 
of the components for assembling television receivers came from abroad, 
but this ratio is expected to decline considerably in the coming years as 
local Chinese and foreign producers expand capacity. The Corning Glass 
Company has recently announced that, in conjunction with a Japanese 
partner, it will establish a TV glass and glass envelope plant to meet 
local TV tube requirements. Already Philips NV has a large modern facility 
on the island for production of picture tubes and glass envelopes. The 
recent revaluation of the Yen, while temporarily affecting material costs, 
should provide an impetus for the local production of many electronic 
components. In fact, Taiwan! ve position in this industry may 
improve considerably. if efaRONe Right vets of electronic products 
remains close to recent trends (56 percent in the last three years) while 
the expansion of exports of textiles declines to the 15/20 percent range, 
by early as 1974 or 1975, electronic exports could overtake textiles as 
the Republic of China's number one foreign exchange earner. 


B. IMPLICATIONS FOR THE UNITED STATES 
1. Taiwan Gontinues to offer Good Prospects for U.S. Traders and 


Investors 


During 1971 Taiwan's economy demonstrated its strength and 
resiliency in adjusting to a number of adverse political and economic 
events which threatened to slow its development. As one of the more 
rapidly growing and financially strong of developing countries, Taiwan 
continues to merit the special attention of U.S. exporters and mlti- 
national investors. As noted above, the United States remains the island's 
principa)/export market; following the international financial developments 
of last year, the United States now has an opportunity to increase signifi- 
cantly its share of the island's imports. 
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The recent currency realignments and the strong competitive 
advantages of many U.S. origin capital goods provide the basis for 
U.S. exporters to meet many of the equipment needs for Taiwan's second 
stage of industrialization. Already U.S. electrical equipment manu- 
facturers are a primary supplier for TaiPower's expansion of capacity. 
Recently announced plans for expanded investment in government enterprises 
and the establishment of chemical and heavy industries planned under the 
new Ten Year Plan provide a good market opportunity for U.S. firms. In 
addition, the revaluation of the Japanese Yen should enable many U.S. 
manufactured semi-processed materials and intermediate goods (e.g. petro- 
chemicals, synthentic multi-filaments, dyestuffs) to compete with 
Japanese products. 


In addition to the increased investment in industry, the Government 
of the Republic of China (GRC) is also undertaking, or planning, a large 
number of infrastructure projects. These include the North-South Freeway, 
telecommunications improvements, a new international airport at Taoyuan, 
construction of an international harbor at Taichung, expansion of the 
Taipei waterworks, and expansion and improvements of the railway system. 
Many of these could offer new opportunities for U.S. contractors and 
exporters. However, competition will be keen as demonstrated by the 
conclusion in late January of a preliminary agreement between a consortium 
of four major European banks and the Taiwan railway administration for a 
US$80 million loan to finance, dependent on the results of a final 
feasibility study, capital equipment for the US$145 million railway 
electrification program. 


Multinational investors continue to be favorably impressed by 
Taiwan's excellent economic conditions and the good investment climate. 
Total cumulative foreign direct investment approvals as of December 31, 
1971, equalled US$720 million, of which US$290 million comprises investment 
by U.S. firms. This was a 17 percent increase above year end 1970 levels. 
Barring unforeseen circumstances, expectations are for close to US one 
billion dollars of foreign direct investment on the island by mid-decade. 
Although the electronic industry, primarily consumer electronics, has 
remained the favorite for foreign capital, better opportunities may now 
be available in pregision equipment, heavy machinery and machine tools, 
and petro-chemicals. With an industrious labor force, relatively low labor 
costs, a positive government attitude toward private enterprise and 
investment, and a favorable location to serve new and growing markets in 
southern Asia, Taiwan should remain of keen interest to multinational 
investors. 
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2. Recent Important Changes Affecting Trade and Investment 
(a) Easier Financing for Imports 


Following the realignment of currencies by the ten industrial 
countries on December 18, the GRC announced that the rate of the New Taiwan 
dollar would be devalued by 7.89 percent, i.e. the exchange rate of NT$40 
to US$1 would remain unchanged. Clearly the predominant factor in main- 
taining the NT dollar parity with the US dollar was the ROC's desire to 
maintain its strong export position. 


The devaluation of the NT dollar could have repercussions on 
the domestic price level since Taiwan's total imports in 1971 reached the 
equivalent of one third of the country's aggregate national product. The 
appreciation of the Japanese Yen may aggravate the situation; almost 40 
percent of total imports-both capital and consumer goods-are of Japanese 
origin. On December 30, 1971, the Central Bank announced the following 
measures to ease import financing in order to reduce the cost of imported 
goods: 


1) Raised the ceiling of the Central Bank's foreign exchange 
credit to each domestic bank for relending to importers to US$6 million and 
fixed the relending rate of interest at not more than 7.5 percent. 


2) Lowered the margin deposit requirement for opening a letter 
of credit to 20 percent for general imports (formerly 30 percent) and 10 
percent for usance letter of credit (from 15 salmaaa 


3) Reduced down payment requirements in connection with 
imports under installment payments to 15 percent (from 20 percent). 


4) Resumed inward remittances of short term capital from 
abroad for working capital purposes for a period of not less than one year. 


(b) Tariff Reductions 


The Customs Law was amended in August 1971 and included the 
following revisions: 1) consolidation of former rates of duty and the 26/30 
percent surtax into one rate; 2) reduced tariff rates for 250 commodities, 
primarily industrial materials, capital goods and essential consumables; 
3) increased rates for 170 items, mostly "non-essential consumables" or 
products produced locally; and 4) ‘more detailed and specific classification 
of items to reduce ambiguity. In addition, the amended law now authorizes 
the executive branch to adjust tariff rates within a fifty percent range 
upward or downward for a period of not more than one year to cope with 
unforeseen changes in domestic or external economic conditions. 
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On December 31, 1971 the Ministry of Finance announced 
effective for a period of six months a reduction of tariff rates for 
certain important items (e.g. plasma, serum and vaccines, farm machine 
parts, tractors and parts and accessories, motor vehicle parts and 
accessories, insecticide materials and insecticides.) 


Further reductions in tariff rates would appear to be in 
order. Despite recent reductions many rates, together with initial 
charges and harbor dues, remain very high, since the tariff is used for 
revenue as well as protective purposes. Even with the removal of import 
controls on many items during the past two years, the high tariff rates 
have reduced the effectiveness of this measure for trade liberalization. 
Given the trend toward larger merchandise trade surpluses, it becomes 


questionable whether a high tariff barrier for the economy as a whole 
can be justified. 


(c) Changes in Income Tax Law 


The Income Tax Law was amended on December 28, 1971. 
Important changes of interest to foreign business include: 


1) Exemption of income tax on foreign transportation 
enterprises on income earned in the ROC provided reciprocal treatment 


is accorded ROC transportation enterprises operating in the foreign 
country. 


2) Exemption of tax on royalties paid to foreign enterprises 
and on renumeration for technical cooperation paid to foreign firms in 
connection with plant construction. 


3) A new deductible allowance for research and development 
at two percent of total business revenue with a carry over, under certain 
conditions, of any excessive portion to the following years. 


(d) Foreign Investment 


Although no new changes were made in the Statute for 
Encouragement of Investment, the Government early in 1972 announced it was 
considering further steps to cut "red tape", and ease the criteria for 
foreign investments. Other points under study are a reduction of restric- 
tions on reinvestment of profits in related enterprises and less stringent 
profit remittance regulations. Such measures, especially those relating 
to bureaucratic interference in business activities, should further 
improve the foreign investment climate on Taiwan. 
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